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Abstract
Although some people think the concept Sharia Law Islamic Banking system is ancient (old), modernized Islamic Banking has been introduced and operational for many decades in the world now. Countries like Bangladesh, Malaysia, UK, Singapore, Pakistan and Bahrain competitively run their Islamic banking side by side with modern commercial banks who are successful in their 
banking operations with financial sustainability. However, Islamic Sharia micro-financing servicers are rare and new in the Muslim world although it is urgent and it can be done easily to make poor economic actors in the society and to address the issue of poverty.  The Islamic Sharia Law group micro-lending initiative and implementation in Kandahar, Afghanistan during Taliban Regime in 1996-1997 was one of the innovation launched by the author funded and supported by UHCR- Grameen Bank-Grameen Trust to revive and to make business entrepreneurs and economic actors instead provide aid relief to poor and to returnees’ repatriation rehabilitation. The project received approval from the Shura of Afghan Taliban Authority. The project got popularity as in the project area as it was ran by the Sharia based micro credit services that followed the Murabaha (loss and profit sharing investment) and Mudarabah (provide business materials in kinds instead cash to entrepreneurs) system in providing micro-credit to acute disadvantaged people; however, the project experienced that the unstable political and economic situation hinders to project operation, management and development.  Islamic rational ethical values, norms and principles knowledgeable to elites and the support from local authority are crucial for implementing the Sharia micro-financing programs for eradicating poverty in any nation state especially in Muslim states.    
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1.0.	Background of the UNHCR-Grameen Bank Micro-financing Project In Kandahar 
UNHCR intended to replicate Gramen type micro-credit programs in refuges/returnees situations as a pilot initially in few selected countries. Following an initial contact Made by the Director of SWANAME of UNHCR Switzerland with Professor Muhammad Yunus, and UNHCR formally approach Grameen Bank in January 1996. UNHCR formally approached of initiating the programme with few countries of SWANAME. Afghanistan would have been targeted for piloting the replication of Grameen Bank programme in returnee situation. It was hoped that the success of the Grameen Bank implemented credit programme in Afghanistan would be replicated I similar refugee/returnee situation elsewhere. It was further hoped that the programme success in Afghanistan could lead to a breakthrough in attracting specialized international lending institution in the overall rehabilitation/reintegration process in a country which has long been promoted by UNHCR. 

UNHCR continued its in-house consultation on potential replication of the Grameen style credit programme. The Director of SWANAME finally informed the High Commissioner in April ’96 about the intension of BUREAU for the replication of micro-credit programme in refugee/returnee situation vis-à-vis co-operation modalities with Gramen Bank, Bangladesh. A three members UNHCR team (HQ’s/OCM) visited Bangladesh in May ’96 for further discussion with Grameen Bank’s terms and conditions for the proposed joint venture in the selected country and to visit sample credit projects in Bangladesh. UNHCR/Gramen agreed to carry out a joint project identification mission in Afghanistan in June’96. The mission gained substantial amount of experiences on the program and witnessed the successful implementation of micro-credit schemes in rural Bangladesh which changed the life pattern of the poor people of the communities. 

UNHCR Sub-office, Kandahar initiated sharing the micro-credit programme and its potential application in Afghanistan with the Taliban leadership since December’96. The dialogue (informal/formal) continued with the leadership at al levels with regular interval. The Taliban leadership expressed their willingness to invite and support the programme in Kandahar. They initiated dialogue among themselves and confirmed their position indicating that the programme should be designed following Sharia –law.  

A two members project identification mission comprising Prof. H. I. Latife and Masud Isa from Grameen Bank/Trust, Bangladesh visited Afghanistan June/July’96. The major terms of references of the mission were to (1) review the existing Group Guaranteed Lending and Saving (GGLS) projects undertaken by SCF (USA) in Mazar-I_Sharif, (2) assess the feasibility of establishing micro-credit projects in Afghanistan and (30 prepare and submit a project document for UNHCR funding. This team held series of meetings with Taliban authorities, UN/NGOs’ representatives local leaders, returnee. The mission visited couple of field locations to undemand the local situations, culture, values, and attitudes of the people as a whole. The mission has given positive impression by all concerned about the potential implementation of the credit program in Kandahar. The Taliban leadership reiterated their willingness to invite and support the programme in Kandahar. The leadership suggested the programme to follow Shari-Law which was he common practices of the people of the area. The Governor of Kandahar confirming Taiban’s official agreement (September’96) for Gramen to establish its micro-credit programme in Kandahar following Sharia law micro-financing. The total budget for three years for w offices was estimated at US$1 million.  

2.0.	The Grameen type microcredit project operation in Kandahar
Following an agreement signed Grameen Trust and UNHCR, two members Grameen Bank (I and an accountant) arrived Kandahar on first day of December’96 to start the program. We help a series of meetings with UNHCR officials both in Islamabad and Kandahar on the modalities of the program. The team discuss Sharia-based group lending program strategies with the Taliban authorities.  The Governor of Kandahar approved the Sharia group based micro lending strategies (Muzarebath and Mudarebath System). The project will provide credit to beneficiaries in kinds not in cash.  With the approval of the project by the Governor of Kandahar, the team project implemented the program around Kandahar City (15-20 km).   The Grameen team started the ground preparation for operation through recruited local national staff. The project buy business items of selected borrowers from sellers and delivered business materials (cow, lamp, goats, camels, groceries, stationeries, woods, clothes, bicycle repairing materials, tailoring machines,   and dry food business items) to the beneficiaries after providing related training on group based Muzarebath and Mudarebath financing system. The project and respective business materials recipients agreed to pay their profit @10 per cent at the end of the term of loans if there are profits. During that time there was a hipper inflation of local currency.   The team operated in 11 villages within 15-20 m=Km radius of Kandahar City. A total of 100 beneficiaries provided loans amounted $20, 000.  Average loan size was $200.  

Although the loan transactions modalities of the micro-credit project were absolutely new to the people, it drew the attention of most of the villagers particularly the poor beneficiaries within the short period of time. People started approaching Grameen project office and UNHCR Sub office at Kandahar for possible loan by inclusion of their villages under Grameen project coverage. However, the group of the religious people and many rural elites were suspicions at the same time as the program recovered money weekly basis against the loan. They mislead/misinterpreted business profit collection as ‘interest’ which is strictly prohibited under Sharia –law although the project financing operation followed Muzarebath and Mudarebath.  The people were found very much in a hurry to get loan due to the reasons of being used to get free handouts over the past decades from different relief orientation programs in Afghanistan. The project management along with Surah and UNHCR Kandahar reviewed the program and took careful move towards the implementation of the program in Afghanistan.   

3.0.	The Taliban authorities declared closer of the Grameen Programme from Kandahar
The Taliban authorities declared closer of the Grameen Programme from Kandahar in February’97 with the allegation of Grameen involvement of faith changing preaching even in Bangladesh which was not the case. UNHCR requested the authorities to review their decision in view o the importance of the program I Afghanistan. In one stage of negotiation they agreed to send Taliban delegation to Bangladesh to verify the issue. Taliban authorities continued their own investigation on the allegation, but they did not find any wrong with the project that goes against Shari law loan financing.   

A three members Taliban team along three other UNHCR high level staff visited Bangladesh. They had a meeting with Muhammad Yunus and with other Grameen senior officials and visited GB field activities and they found nothing anti-Islamic activities done by GB in Bangladesh and in GB Afghanistan. It appeared from the mission that they were quite impressed on the program in Bangladesh and in Afghanistan and expressed their opinions to take out the restriction that made by Taliban authorities.. This team signalled positive to resume the Grameen operation in Kandahar with few practical adjustments. It appeared in the following meeting that put the project name Da KU LU Bank (means village in Pusto) and Taliban human resources support to the programs might be considered for the effective implementation of the program. A detail and final meeting was held on May 02, 1997 with the Governor of Kandahar who agreed t issue letter next day for resumption of the operation after consulting few more Sura members. However, the Governor sent a letter fir closing down the Grameen operation in Kandahar issued to UNHCR sub office on May 07, May’97. It was very disappointing end of the program to all of us. The Grameen staff once again proved their strong commitment and dedication towards the implementation of credit program in Afghanistan. We gradually used with and adjusted/fine tuned the program with the existing cultures, values of the society in Kandahar. The project had made regular consultations with the UNHCR sub office to adjust the program to the local context. The UNHCR appreciated our team efforts and appreciated for our efforts undertaken to establish the program in Afghanistan. 

It observed (even UNHCR)  that Taliban authorities are less concerned on the pubic goods group based micro-financing activities right that time in Afghanistan while they have top other priorities. They reportedly tried to avoid division among themselves on the Grameen micro-credit restarting issue.  We handed over the project all documents to the UNHCR sub office Kandahar and return to Bangladesh in 2nd June 1997. 

4.0.	Project Operation Strategies
The project recovery strategy was within the Islamic Shhariah principles along principles of Holy Quranic interpretations of interest and its condemnation.  The following methods applied for implementing the project in Kandahar:
1.	Modarebah i.e. profit sharing
2.	Bai-Muajjal (sales under deferred payment)
3.	Combination of Modarebah and bai-Muajjal 
4.	Murabaha (contract sale)
5.	Use terms ‘service charge’, ‘administrative charge’ and hyperinflation recovery
6.	Ijara (leasing/hire purchase)

Mudarebah: Under this method the project provided loans to the clients to invest in the income generating activities in the following terms: administrative and management cost carried out by the Mudareb i. e. entrepreneur, the project shared in the profit according to mutual terms of agreement.    

Basi-Muajjal: This was sales under deferred payment system. The modus operandi of the project was the project financed the purchase of specific commodities and adds reasonable mark-up on the commodities purchased and sell that to the buyer, the payment agreed weekly installments. This allows the scope to add inflationary loss in the mark-up so that the value of original loan money protected. 

Murabaha: The salient features were the project purchased commodities and goods for the clients that they listed and requested for their businesses. The total cost of the goods included the duties, taxes, transportations over and above the purchase prices, price fixed at an agreed rate where there is a profit included. Business goods delivered mutually decided time and place. 
Ijara: This is a leasing (hire purchase) system. This system was very convenient for the purchase and delivered of machinery and equipments including transports that used to earn an income by the clients. Here the project owns products and lease the machinery to clients for use under specific terms. Clients use the leased products and repay costs of the items in agreed installments. Here the project markup for recovering the products service costs. After completion of the installment repayment the leases became the owner of the machines. 

Recover hyperinflation: The project was very cautious against hyper inflections i. e. loss of value of local currency. The project disbursed loans (products prices in Pak rupees) with service administrative charge), recorded inflationary loss reserve (ILR) for hyper inflationary situation, applied Morabaha as a regular cost-recovery method and modarebah to offset the inflationary erosion of the local currency. Although first loans were for one year, however second loans were for six months even crops loans were for three months that helps avoid one year long loan loss capitals. The project provided capitals for embroidery works, carpet making, gillim making etc.   The project never put pressure repay loans those weeks are less income for borrowers. The project has two broad components; (a) the lending components, (b) the non-lending components. 

5.0.	Project Components
The lending components includes provision of credits to the targeted clients for their income generating activities like handicrafts works, embroidery works, carpet waving, tailoring, bakery, peddling, vending fruits and vegetables, groceries businesses, crop product ion (no loans for poppy, tobacco cultivation), fruit gardening, poultry, animal keeping and husbandry etc. The non-lending component comprises of (1). Institutional and office development: procurement of equipments, vehicles and furniture, (2). Project training, (3) Project monitoring and evaluation, Cliental basic literacy and numerical literacy skills development. 

To compete with the modern banking, the development of financial products and services are to be in accordance to customers’ requirements and desires which is essential for Islamic banking systems in order to remain competitive in banking industry (Thambiah et al., 2011a). Many Islamic and Non-Islamic countries( Bangladesh, Pakistan, Malaysia, Bahrain, Singapore, UK, USA, Australia  and Canada  introduced Sharia based Islamic banking, financial services in the world and become gain popularity in institutional financial sustainability along with community public goods (Amin, 2007). 

Islamic scholars have been belief that social and economic justice could be established in communities even in the nation-states by applying varied Islamic monetary and financial services (Metawa and Almossawi, 1998). However, all banking policies, services and operations should include transition deposit, lending products and services must be in accordance with Shariah values (Abdullah et al., 2012). Moreover Mirakhor (2000) believed that paying Zakat, monopoly prohibition, run businesses on legitimate and on profit basis, prohibition of loan interest (riba) in all banking services and expanding halal business (no Alcohol, drugs, no Gambling, Pork food) are the   key of Islamic banking and economic activities. It is necessary keeping away from all financial/businesses that are known sinful and socially irresponsible activities in Islam. Islam permit lending banking services to businesses where the lender (bank) and the business capital receivers both share the risk of the businesses rather than pre-determined profit and loss sharing by different financial funds suppliers (banks and business capital receivers (entrepreneurs). Islam strongly prohibits riba (interest). It also prohibits gharar- risk taking   avoidance. These are considered social and economic justice financial and banking process phenomenon implied to avoid exploitation of the two parties regarding financial transactions. Islamic Banking Scholars believed that Islamic finance System enhancing economic stability of nations, promote productive activities that influence economic growth, fair distribution of income, provide positive influence on monetary system of countries through adjusting demand and supply force for available funds as well as encouraging welfare oriented business projects, poverty alleviation and stable social justice financial services in the community (Ahmad et al., 2011). 

This paper aims to justify, understand and identify the nature of Islamic banking usage and adaption of Islamic micro-finance system among absolute poor people in Kandahar society is depends on both Islamic purely verse Sharia based lending services and political authorities good will commitment.  

6.0.	Different countries Islamic banking operations
The Malaysian Tabung Hali, the Pilgrim Management and Fund Board) established in 1963 become popular for financing Pilgrimage performance (Mekka Haj) institution in Malaysia   Makhtar et al., 2008). This financial organization encouraged people involve n economic activities in the community. Bank Islam Malaysia Berhad’, a full-fledged Islamic bank was established in1983 under the Banking Act1983. Malaysian Islamic Banking started in 1983 that has followed interest free banking within banking sector. Now Malaysia is known as an international Islamic banking and financial central actor where the government supports the Islamic banking system. Khattak and Rehman (2010) mentioned that Malaysia is considered as the first Islamic nation that has supported Islamic banking and financial system. 

The emergence of interest-free financial institutions has created a new dimension to economic models Widely known as Islamic banks, these interest-free institutions are organized financial intermediaries which operate in accordance with Islamic law (Shariah Law) (Iqbal et al., 2007; M.Kabir H and Mervyn KL, 2007). The term Islamic Banking” is defined as the conduct of banking operations in consonance with Islamic teachings (Mirakhor, 2000; Haque et al., 2007). The main principles of Islamic banking activities comprise of prohibition of interest or usury (riba) in all forms of transaction, undertaking business and trade activities on the basis of fair and legitimate profit, giving zakat (alms tax), prohibition of monopoly, and cooperation for the benefit of society and development of all halal aspects of business that are not prohibited by Islam (Haron, 1997; Mirakhor, 2000). Unlike conventional banking system, the Islamic banking system prohibits usury (riba), the collection and payment of interest, instead, it promotes profit-sharing in all conduct of banking businesses (BNM, 2007). 

Over the past four decades, Islamic banking has emerged as one of the fastest growing industry, at an estimated growth rate of 15-20 percent per annum (Haque et al., 2007). It has spread to all corners of globe and received wide acceptance by both Muslims and non-Muslims (Aziz ZA, 2006). Great emphasis is given by the Malaysian government to develop a well-functioning and efficient Islamic banking system. It is not a coincidence that Islamic banking is making its progress in Malaysia but it is the Malaysian government’s vision to develop a progressive and robust Islamic banking industry, rooted in the Islamic core values and principles that best serve the needs of the nation’s economy. It is the aspiration of the Malaysian government to have a strong Islamic banking industry capturing 20 percent of the market share of financing and deposits in the Malaysian financial industry by 2010 (Aziz ZA, 2007). 

7.0.	 Methodology 
The paper written on the based on the extensive literature review in the areas of Banking and Islamic Banking, visit to and study Bangladesh Islamic Banks in Bangladesh, Pakistan and Iran. Moreover author’s own working experience on Islamic micro-financing services implementation in Kandahar as well as consultation with Afghan Taliban Shuras. 

Research Objectives 
The objective of this study is to understand the nature of consumer adoption of Islamic banking, in particular retail banking services, in urban and sub-urban regions of Malaysia. Specifically the objectives are spelled out as below: 

	To determine the factors that affect, Islamic banking adoption in Malaysia. 
	To compare the similarities and differences of factors that affect Islamic banking services adoption between the urban and sub-urban regions of Malaysia. 
	To analyze the perception and preference of banking consumers in regard to Islamic banking services in the urban and suburban regions of Malaysia. 

Islami Bank Bangladesh Ltd. (IBBL) is the pioneer of Islamic Banking in Bangladesh. It became incorporated on March 13, 1983. It has 41.77% local and 58.23% foreign shareholders. With 276 branches and 11,465 staffs, IBBL is the largest private banking network in Bangladesh.
The social welfare projects of Islami Bank Foundation include: 
	Islami Bank Hospitals
	Islami Bank Medical College, Rajshahi
	Community Hospitals
	Monoram: Islami Bank Crafts & Fashion Houses
	Service Centres
	Islami Bank Institutes of Technology
	Islami Bank International School and College
	Islami Bank Physiotherapy and Disabled Rehabilitation Centre
	Centre for Development Dialogue
	Bangladesh Sangskritic Kendra (Cultural Centre)
Malaysian Experience: Despite that, although Islamic banks have been able to grow quickly, their growth has been constrained by lack of innovation (Mirakhor, 2000; Asyraf et al., 2007; Bobat, 2007). Whereas, innovation is the key to sustainable and competitive marketing advantage which, will ensure the future growth of Islamic financial markets. According to Bobat (2007), developing new Islamic financial products in compliance with the Shari’ah is challenging. Therefore, failure to provide the full range and the right quality of products as per the need of the customers may defeat the very purpose behind Islamic banks’ existence and to stay competitive in the industry.

Background of Islamic Banking in Malaysia 
While the opportunities for Islamic banking will continue to grow there is a need to develop products and services that are in line with the changing needs and demands of customers to remain competitive in the business. Generally fiercer level of competition in the banking sector has intensified over the past few years not only in Malaysia but globally. The process of globalization and liberalization together with digitalization has fueled the intensity of business competition today. Islamic banking in Malaysia, as one of the most important players in the service industry is faced with stiff competition, not only with the long established conventional banking system and the international players but also within themselves. As competition intensifies and as one of the most important players in the service industry today, Islamic banking is no longer regarded as a business entity striving to fulfill only the religious obligations of the Muslim community, but more significantly as a business that ought to be as competitive as conventional banking. This necessitates Islamic financial institutions to really understand the needs of their customers towards Islamic banking services. In Malaysia, customers’ positive perception towards Islamic banking is far more crucial mainly due to the fact that Islamic banks have to compete with the dominant and long established conventional banks in a dual-banking system, since 1983 (Asyraf, 2007). 

In the context of Malaysia it has been more than two decades now, ever since Islamic banking was launched in Malaysia, way back in 1983, when Bank Islam Malaysia Berhad (BIMB) first commenced its operations (BNM, 2005). And it is the aspiration of the Malaysian government to have a strong Islamic banking industry capturing 20 percent of market share of financing and deposits in the Malaysian financial industry by 2010 (Aziz ZA, 2005). However, the market share of Islamic assets, deposits and financing as of year 2008, stood at only 15.4 percent, 14.02 percent and 13.96 percent of the industry’s total, despite being in operation for the past twenty five years (BNM, 2008). Undoubtedly, it is a growing market but the growth is slow compared to some countries like Bahrain and Bangladesh which already have exceeded 20 percent of market share in terms of assets, deposits and financing. Moreover, Bahrain and Bangladesh also practice a dual banking system like Malaysia where, Islamic and conventional banking co-exist, but these countries have successfully captured substantial market share compared to Malaysia. Bahrain which entered into Islamic banking system in 1978 (Bahrain Islamic Bank), has emerged into a leading Global Islamic financial centre in the Middle East within two decades of its existence (BMA, 2007). Today Bahrain has the highest concentration of Islamic financial institutions than any other country. There are 187 banks operating in Bahrain of which 24 are Islamic banks and it has successfully captured, market share of 32 percent in terms of assets, 29 percent in terms of financing and 37 percent of deposits, respectively (BMA, 2007). Despite that, in the Asian region, the growth of Islamic banking in Bangladesh which entered into Islamic banking system in 1983 (Islami Bank of Bangladesh), same time with Malaysia, is extremely remarkable (CBA, 2007). As of 2007, the Islamic banking in Bangladesh has captured market share of 29 percent, 30 percent and 28.5 percent in terms of Islamic assets, financing and deposits respectively (CBA, 2007). 

UNHCR launched a pilot project in Afghanistan for rehabilitation of the returning Afghan refugees through a micro credit program in Grameen Bank style so that they could find a source of income by using the credit as capital. For implementing the program, an agreement was signed between UNHCR and Grameen Trust, Dhaka. It was envisaged that o successful implementation in Afghanistan, The UNHCR would introduce similar schemes in other places of the world having refuge problem. Grameen Bank agreed to introduce the Grameen group based type micro-credit program following Sharia–law directly deploying GB staff to Afghanistan in response to UNHCR head office Switzerland request. UNHCR agreed to bear all initial expenses and make available credit fund for three years. The UNHCR credit grant fund would in future be used as a revolving fund. Service charge would be realised from the borrowers so that in future relevant expenses of the project could be defrayed from its own source. 
As a follow-up of UNHCR request GB prepared a project proposal for Afghanistan in July 1996. The proposal envisaged two project offices in Kabul and Kandahar. The GB staff would work for three years and the project would ultimately in phases be run by local personnel. Total budget for three years for two offices as were US$1 million. 
 Taliban approve program: For long two months as a project Manager of the Project, I discussed in depth with people of different strata in the society with Governor of Kandahar, several Ministers of the Government, with various officials and some Ulemas. With their concurrence and on the experience of Bangladesh Islamic Bank, Faisal Bank and Muslim Commercial Bank of Pakistan, Tejarati Bank of Iran and those of Afghanistan, the project prepared a preliminary outline of a credit program incorporating therein the essential elements of Islamic Sharia. This program would have served as an appropriate working model for next three years. The program was designed keeping in mind the geo-social conditions of the concerned areas of Afghanistan and adequate flexibility was incorporated for providing credit on easy   terms and conditions. Prolonged meetings were held with Governor in January 1997 and he was briefed in depth about the proposed rural credit program. He gave approval for introduction of the credit program under Morabath system. 
Started work and disbursed credit
The project started work inspired by the bold initiative taken by UNHCR and Grameen Trust to assist the poor rural Afghans hit hard by the civil war through the micro credit program. The project held meetings in the villages with people of different strata and briefed them about the program. People at large in the villages spontaneously accepted the program and showed their keen interest to receive credit. After completion of preparatory work, the first loan WAS DISBURSED ON February 03, 1997. The general public from Kabul, Herat, Ghazni, Helmon, Jabul, Mazar-e-Sharif requested verbally and in writing to introduce the micro-credit project for the in those areas. The project people used to listen to them sharing their woes and happiness sitting with them every now and then. It appeared to the project that rural folks were really helpless and in distress. It was extremely difficult for them to manage the basic necessities of life and they had no access to capital.  They wanted to work but there was no work for them. They wanted to start a business but there was no capital. Many had only one meal in a day. They were losing weight. The family head managed expenses with much hardship. The project officials found young boys digging earth for road reconstruction and many were begging money on the streets from car owners or truck drivers. Many Afghans were deserting their wife and children because poverty. 

Developed criteria for credit disbursement
The project introduced the credit program in Kandahar according to the following criteria: 
1.	In order to protect the project from inflation, credit was disbursed in Pak rupee because Pak rupee currency used in Afghanistan. Credit was provided according to Murabath system which is consistent with Shariat; 
2.	Under this system, profit could be distributed among the members after repayment of principal; at the end of the year or every month with the principal. The members would pay instalment of loan and savings I the fortnightly/weekly centre meeting
3.	Formation of group with five male persons amount through mutual consent;
4.	Introduction of Group Savings Fund system; 
5.	Realization of inflation subsidy @2%;
6.	Recitation of Holy Quran at the beginning of centre meeting and offer Munajat at the end of the meeting
7.	If any member left the group, he could take his share of Group Fund savings after adjustment of loan;
8.	Steps were taken to print forms, registers, ledgers, Passbooks both in English and Persian;
9.	Quick disbursement of credit imparting simple training to the members;
10.	 The program was reviewed daily and improved accordingly after taking into account the opinions, proposals and credit requirements of the people of the village;
11.	Exchange visits were organized for improvement of professional knowledge of the members;
12.	Initiative was taken for upgrading technical knowhow and professional knowledge of the members through discussion with different technical training institutes.  

The project had tried its best to keep close and cordial relationship with high ranking Taliban officials. They were properly briefed about the project activities. The Taliban authority permitted the project to operate according to Murabaha system. They watched the project activities closely and keenly. Up to February 16, 1997, the attitude of the Taliban about the project was favourable and they cooperated fully. The Taliban authorities praised the project while discussing with UNHCR. 

February 18, 1997-Talibans turns hostile and directed to stop Micro-credit activities in Afghanistan
The disbursement of 20th borrowers credit to a group of 20 was scheduled for February 18, 1997 when the Taliban authorities served a notice on the project to stop the program and started a malicious propaganda  offensive against project staff. Their attack was on the following lines: 
1.	We are preaching Christianity in Kandahar area as is being done by Grameen Bank in Bangladesh
2.	According to them through we had preached Christianity up to that time, we would do so in future. In the guise of credit, the Afghans would be converted to Christianity in future
3.	Even though earning profit was permissible (Jayez) according to Murabah system, some Talibans considered it as interest and therefore, forbidden (aram0. Through ewe had provided materials according to Murabah system, they made propaganda that we paid cash money.
4.	Keeping and display of photographs of members of Grameen Bank including that of Muhammad Yunus. 
5.	Failure to employ Taliban staff from the beginning. They also objected to recruitment of young local staff through proper interviews
6.	Though we started working with the male groups, in future women would be included.

When we came to learn about these unfavourable developments, we tried our  utmost including the CR officials to give the concerned Taliban authority again a clear picture of Grameen Bank program. UNHCR took the initiative to arrange a visit to Bangladesh a by Taliban team in order to have an on-the-spot idea about Bangladesh Grameen Bank.

We came to learn that some high level Talibans from Bangladesh while visiting Kandahar came to know about operation of Grameen Bank project and put pressure on the Taliban authorities to stop the program through providing misleading information to them. 

Taliban Team visits Bangladesh and allows to resume Grameen Program
Accordingly a 3 member Taliban team visited Bangladesh from March 30, 1997 through April 04, 1997. It is learnt that the Taliban team while in Bangladesh visited Grameen Bank only for one day and spent other days with Al- Makajul Islam, Bangladesh.
When Taliban team returned from Bangladesh to Afghanistan, they held meeting with UNHCR and consented to introduce the credit program in Kabul, Hirat and Kadahar areas. They informed us that it was not correct that Grameen Bank was preaching Christianity. In the meeting held on April 5, 1997, a Taliban Shura including Governor of Kandahar stated that Taliban Authority was eager to implement credit program in Afghanistan. 
The project made fresh preparation
Accordingly, we took the initiative to print forms, ledger, Passbook and registers in both English and Persian. On the insistence of Taliban authority, we changed the name to Dikalo Bank. We translated in Persian the aims and objects of the credit program, by-laws, etc. and distributed those in handout form. The field staffs were imparted training. We introduced rules and regulations according to Islamic Shhariah. 

Since the Afghan Taliban authorities stopped the credit program and Persian is in vogue in Iran, Tajikistan, Uzbekistan, these forms, registers, ledger, Passbook and files could be used in those countries if Grameen Bank program was introduced there in future. Therefore, if UNCR decides to set up this program in one of those neighbouring countries, the design developed by us would be most appropriate.  It will save time and expenses. 

Follow-up action by Talibans
As a follow-up, Taliban authority was to issue instruction and keep watch so that Grammeen credit program was not disturbed by outside propaganda. At the same meeting the Governor of Kandahar made the following proposals and insisted to accept those as decisions:
1.	Instead of Grameen Bank, the [program should be named Dikalo Bank
2.	Program was on to be Murabaha system
3.	Money of this project was not to be transferred out of Afghanistan
4.	More than one Taliban was to be appointed in Dikalo Bank offfice
5.	For disbursement of credit, loanees would have to be selected by Mollah of the Village in consultation with Shura
6.	A three-member Executive Committee had to be constituted comprising one Tliban representative, one from the project office and the Chief of NHCR, Kandahar sub-office. This committee would review every month the progress of the program, discuss problems and take appropriate remedial measures. We had reservation about conditions 4 and 5.
 We conveyed that the credit program could not be operated on these conditions. 

Taliban volt face
The Governor stated that the Talliban authority after Eid holidays would meet again to take final decision. When even 13 days after Eid, there was no response from the Talibans regarding operation of the Grameen Bank program at field level, we and UNHCR contacted them to know their decision. At this Governor informed us including UNHCR on May 2, 10997 that he would send letter to the effect that Grameen Bank could resume work in the field again. As the letter was not received on the scheduled date, the Taliban authorities were again contacted. He Taliban authority intimated verbally on May 05, 1997 that a positive response would be given shortly. Suddenly on say 07, 1997 the chief of liaison delivered a letter at about 9; 00 am giving a negative replay signed by the Governor. The letter read as follows:
“The issue of Bank has been announced by Shura that they have to relocate, because of some problems of Afghanistan. So I expect you please inform Grameen Bank to relocate their office from Afghanistan”. 
Last bid to save the program
On May 10, 1997, Chief f Mission of UNHCR, Mr. Bijoy Ratna, came to Kandahar, met again Governor of Kandahar and asked of him the reason to close Grameen Bank Office. Governor responded that he came to now that in Bangladesh 42, 000 women had divorced their husbands. This was because Grameen Bank had empowered the women. In the meeting, the Governor further informed that BBC in its Urdu Service had broadcast news about close down of Grameen Bank program in Kandahar. The Shura got angry at the news and sent the letter to stop work in Afghanistan. We tried to impress upon the Governor that the BC news was against the Talibans but he continued to interpret the news in different ways. 
Funding attitude of the Talibans that they were blames, various pleas and conditions at different times, the Grameen Bank Trust including UNHCR thought that there was something wrong about the whole affair. 
Final decision to close down program
I pursuance of the Taiban letter dated May 7, 1997 and meeting between chief of Mission UNHCR and Governor  dated May 10, 1997, UNHCR wrote to us wind up the activities of Grameen Bank project and hand over al project assets to UNHCR, Kandahar and return to Bangladesh. Upon receipt of UNHCR letter, we handed over al assets to them and came back to Dhaka on May 22, 1997. 

We got to work for two and a half months only at the village level. Within this period, work relating to mini-meeting in villages and group training was undertaken at Yakariz, Gaskhana, Mirbazar, Abassabad, Goskhana, Laowala, Dabaropool, Tarukuzamea, Rajiklacha, Charbahar, Malajat, Khandak, Masburabad etc. villages of Kandahar area. I all 10 groups were recognized and credit amounting to USD20, 000 was disbursed. Many members made repayment of loan.  Eight group training were continuing. In each group, there were five members. Credit was disbursed for activities like purchase of cow, sewing machine, cycle repairing, padding of goods, utensils made of mud, sheep fattening, mulching cow, purchase and sale sheep etc. Most people sought loan for repair of houses and shops, cultivation and mini fruits and food processing units. We thought over their proposals and designed programme accordingly. They asked or minimum USD$ 200 loan because of high inflation, loan of that amount was necessary.  

Behind the scene activities
Regarding the Taliban letter to suspend Grameen Bank activities for second time, we came to learn that on May 6, 1997, the Bangladeshi Talibans authority again furnished the above information to Afghan Talibans and threw them into confusion. Bangladeshi Talibans are connected to Afghan Talibans and threw them into confusion. Bangladeshi Talibans are connected with Karachi Taliban network. It appeared that the Karachi Taliban networks very powerful and they put pressure o Afghanistan Talibans to discontinue for the second time the Grameen Bank credit program. It could be that Governor’s letter to us was prompted by them.
The project accountant had the impression that the local UN Afghan staff had impressed upon the Taliban authorities that if Grameen Bank credit program was successful in Afghanistan, the aid program of UN agencies would shrink rapidly. If Grameen program became successful, UNHCR would stop aid and if Grameen program was closed, the UNHCR relief money would be continued. 
We had given a very clear idea about Grameen Bank project in several meetings held between December’96 and January’97 and obtained from the Governor the letter for operating in Afghanistan. In a few days, the Grmaeen Bank activities were broadcast through Afghan radio and publicized in news including local papers. It might be that the malicious propaganda of Bangladeshi Talibans, publication of false report about Grameen Bank   in ‘Zarbi Momen’ newspaper of Karachi and pressure by Karachi Talibans, the Afghan Taliban authorities were influenced and they decided to disclosure our work in spite of the fact that we had given them clear idea about Grameen Bank program. They wanted so that they avoid criticism received continued support from outside Taliban network. 
Foreign Minister, Mollah Mohamad Ghaus said that if entire Gramen Bak program was handed over to them, they would utilize it for electricity production and distribution.  The malicious propaganda of the Afghan authorities and repeated threats to close our activities, had created serious problems I our office management and administration. Kandahar is the base of hard core Talibans. The Taliban authorities were busy to capture the whole of Afghanistan and were making all out efforts to that end, to push back their enemies. The Grameen Bank program might go against their design; that was why they gave letters to stop our program. Besides this, the Talibans were divided into two camps-one supporting Grameen Bank program and the other opposing it. 
At the moment, the Talibans were busy with warfare for defeating their enemies in addition to improve the lot of the poor Afghans through development activities. 
I have described above some of my experience in the course of replication of Grameen Bank program in Afghanistan. Below I am describing the banking problems that the project had faced.
Banking problems by the project in Afghanistan during 1996-1997
The 18 year long war had devastated everything in Afghanistan. There is no formal commercial bank there. Nothing is available except a few basic necessities. So, we had to make purchase from Pakistan. We could not strictly follow the relevant rules and regulations relating to purchase that were required to be followed. The shops could not provide with cash memo/vouchers; there was no printed cash memo. Most of the shop owners are illiterate, but we had to make purchase out of impulsion. It was time consuming to go to Pakistan and many formalities were involved. Hence, it was not possible to observe Grameen Bank purchase policies in such a short time. As there was no banking facilities in Afghanistan it as ot possible to open bank account. We had to keep large amount of cash in hand. We had to keep three currencies (Dollar, Rupees and Af) which was risky. The Afghan currency is known as Af. Most of the time we had to make official purchase by Af. We incurred some expenses in Rupees as well. In this situation, there was no specific policy in maintaining accounts n h=three currencies nor had I any practical experience in this respect. Besides, there were different rates of Dollar, Rupee and Af in the foreign exchange market which fluctuated widely. For instance, on January 01, 1997, 1 dollar fetched 22000 Af and January 2, 997 the rate was 25000 Af. Under the circumstance, account was maintained I ne currency by adjusting the rates. Besides, account was maintained by opening a money account. 

We took the Grameen Bank project in Afghanistan as a challenge. We laid a strong foundation for the project which has been acknowledged by Chief, UNHCR, Kandahar After completing the initial preparatory work; we completed the Mini meetings at field label and started the credit Program. Just at that moment, the Taiban authorities stopped the work. We could not make available our services to the poor Afghans and are, therefore, suffering from unsatisfaction. I am earnestly requesting that if UNHCR and Grameen Trust again take credit program of this type in any country. I may be given opportunity to offset my unsatisfaction and serve the poor people. 

In contrast, the term ‘Islamic financial system’ is relatively new, appearing only in the mid-1980s. In fact, all the earlier references to commercial or mercantile activities conforming to Islamic principles were made under the umbrella of either “interest-free” or “Islamic” banking. However, describing the Islamic financial system simply as “interest-free” does not provide a true picture of the system as a whole (Zamir Iqbal (1997).  It is supported by other principles of Islamic doctrine advocating risk sharing, individuals’ rights and duties, property rights, and the sanctity of contracts. Similarly, the Islamic financial system is not limited to banking but covers capital formation, capital markets, and all types of financial intermediation. 

Whereas the conventional financial system focuses primarily on the economic and financial aspects of transactions, the Islamic system places equal emphasis on the ethical, moral, social, and religious dimensions, to enhance equality and fairness for the good of society as a whole. The system can be fully appreciated only in the context of Islam’s teachings on the work ethic, wealth distribution, social and economic justice, and the role of the state. The Islamic financial system is founded on the absolute prohibition of the payment or receipt of any predetermined, guaranteed rate of return. This closes the door to the concept of interest and precludes the use of debt-based instruments. The system encourages risk-sharing, promotes entrepreneurship, discourages speculative behavior, and emphasizes the sanctity of contracts. 

An Islamic financial system has “two-windows” model for Islamic financial intermediaries has been suggested in which demand deposits are backed 100 percent by reserves, and investment deposits are accepted purely on an equity-sharing basis. The structure of the liabilities and the assets are symmetrically matched through profit-sharing arrangements, no fixed interest cost accrues, and refinancing through debt is not possible. Finally, entrepreneurship is encouraged as entrepreneurs compete to become the agents for the suppliers of financial capital who, in turn, will closely scrutinize projects and management teams.
The basic framework for an Islamic financial system
The basic framework for an Islamic financial system is a set of rules and laws, collectively referred to as Shariah, governing economic, social, political, and cultural aspects of Islamic societies. The basic principles of an Islamic financial system can be summarized as follows: Prohibition of interest. Prohibition of riba, a term literally meaning “an excess” and interpreted as “any unjustifiable increase of capital whether in loans or sales “any positive, fixed, predetermined rate tied to the maturity and the amount of principal (i.e., guaranteed regardless of the performance of the investment) is considered riba and is prohibited. This prohibition is based on arguments of social justice, equality, and property rights. Islam encourages the earning of profits but forbids the charging of interest because profits, determined ex post, symbolize successful entrepreneurship and creation of additional wealth whereas interest, determined ex ante, is a cost that is accrued irrespective of the outcome of business operations and may not create wealth if there are business losses. Social justice demands that borrowers and lenders share rewards as well as losses in an equitable fashion and that the process of wealth accumulation and distribution in the economy be fair and representative of true productivity. 

Elements of Islamic financial system
1.	Risk sharing: Because interest is prohibited, suppliers of funds become investors instead of creditors. The provider of financial capital and the entrepreneur share business risks in return for shares of the profits. 
2.	Money as “potential” capital: Money is treated as “potential” capital—that is, it becomes actual capital only when it joins hands with other resources to undertake a productive activity. Islam recognizes the time value of money, but only when it acts as capital, not when it is “potential” capital. 
3.	Prohibition of speculative behavior: An Islamic financial system discourages hoarding and prohibits transactions featuring extreme uncertainties, gambling, and risks. 
4.	Sanctity of contracts: Islam upholds contractual obligations and the disclosure of information as a sacred duty. This feature is intended to reduce the risk of asymmetric information and moral hazard. 
5.	Shariah-approved activities: Only those business activities that do not violate the rules of shariah qualify for investment. For example, any investment in businesses dealing with alcohol, gambling, and casinos would be prohibited.

Basic instruments of Islamic markets 
Basic instruments of Islamic markets offer different instruments to satisfy providers and users of funds in a variety of ways: sales, trade financing, and investment .Basic instruments include cost-plus financing (murabaha), profit-sharing (mudaraba), leasing (ijara), partnership (musharaka),and forward sale (bay’ salam). These instruments serve as the basic building blocks for developing a wide array of more complex financial instruments, suggesting that there is great potential for financial innovation and expansion in Islamic financial markets. 

Islamic banking is currently practiced through two channels: “specialized” Islamic banks and “Islamic windows.” Specialized Islamic banks are commercial and investment banks, structured wholly on Islamic principles, and they deal only with Islamic instruments. Islamic windows are special facilities offered by conventional banks to provide services to Muslims who wish to engage in Islamic banking.

Traditionally, specialized Islamic banks have been well positioned to attract deposits from Muslims, but these institutions have generally lacked the technical ability to invest efficiently. This gap has been bridged by the services of Western banks that swiftly and efficiently deploy funds into Islamically acceptable channels. Western banks are reaching out to investors directly and eliminating the middleman-the Islamic banks or Islamic windows of banks in Muslim countries. Commodity and leasing funds are other forms of Islamic funds. Leasing funds pool auto, equipment, and aircraft leases and issue tradable certificates backed by the leases. 
Issues and challenges in Islamic financing  
	A uniform regulatory and legal framework supportive of an Islamic financial system has not yet been developed. 
	The pace of innovation is slow.
	An Islamic financial system needs sound accounting procedures and standards. 
	There is lack of uniformity in the religious principles applied in Islamic countries.

Securitization is a step in the right direction. Securitizations include real estate leasing, and trade receivables because of the collateralized nature of their cash flows. 

Microfinance is another candidate for the application of Islamic finance. Islamic finance promotes entrepreneurship and risk sharing, and its expansion to the poor could be an effective development tool. The social benefits are obvious, since the poor currently are often exploited by lenders charging usurious rates. 
Sharing either a loss or gain in a financial transaction is a fundamental principle of Sharia compliance. Islam forbids simply lending out money at interest (see riba), Islamic rules on transactions (known as Fiqh al-Muamalat) have been created to prevent this perceived evil. The basic principle of Islamic banking is based on risk-sharing which is a component of trade rather than risk-transfer which is seen in conventional banking. Islamic banking introduces concepts such as profit sharing (Mudharabah), safekeeping (Wadiah), joint venture (Musharakah), cost plus (Murabahah), and leasing (Ijar).
In an Islamic mortgage transaction, instead of lending the buyer money to purchase the item, a bank might buy the item itself from the seller, and re-sell it to the buyer at a profit, while allowing the buyer to pay the bank in installments. However, the bank's profit cannot be made explicit and therefore there are no additional penalties for late payment. In order to protect itself against default, the bank asks for strict collateral. The goods or land is registered to the name of the buyer from the start of the transaction. This arrangement is called Murabahah
An innovative approach applied by some banks for home loans, called Musharaka al-Mutanaqisa, allows for a floating rate in the form of rental. The bank and borrower form a partnership entity, both providing capital at an agreed percentage to purchase the property. The partnership entity then rents out the property to the borrower and charges rent. The bank and the borrower will then share the proceeds from this rent based on the current equity share of the partnership. At the same time, the borrower in the partnership entity also buys the bank's share of the property at agreed installments until the full equity is transferred to the borrower and the partnership is ended. If default occurs, both the bank and the borrower receive a proportion of the proceeds from the sale of the property based on each party's current equity. This method allows for floating rates according to the current market rate such as the BLR (base lending rate), especially in a dual-banking system like in Malaysia.
Islamic banks lend their money to companies by issuing floating rate interest loans. The floating rate of interest is pegged to the company's individual rate of return. Thus the bank's profit on the loan is equal to a certain percentage of the company's profits. Once the principal amount of the loan is repaid, the profit-sharing arrangement is concluded. This practice is called Musharaka. Further, Mudaraba is venture capital funding of an entrepreneur who provides labor while financing is provided by the bank so that both profit and risk are shared. Such participatory arrangements between capital and labor reflect the Islamic view that the borrower must not bear all the risk/cost of a failure, resulting in a balanced distribution of income and not allowing the lender to monopolize the economy.
Islamic financial transaction terminology
	Bai' al 'inah: Sale and buy-back agreement 
	Bai' bithaman ajil: Deferred payment sale
	Bai' muajjal (credit sale): It is a form of murabahah muajjal
	"Mudarabah" is a special kind of partnership where one partner gives money to another for investing it in a commercial enterprise. the first partner, who is called the "rabb-ul-mal", while the management and work is the exclusive responsibility of the other party, who is called the "mudarib".
	Murabahah:  This concept refers to the sale of goods at a price, which includes a profit margin agreed to by both parties.
	Hibah (gift): This is a token given voluntarily. For example,  Islamic banks voluntarily pay their customers a 'gift' on savings account balances, representing a portion of the profit made by using those savings account balances in other activities.
	Istisna (Manufacturing Finance).It is a  finance to construct slabs / sections of a building by availing finances in installments for each slab. Istisna helps use of limited funds to develop higher value goods/assets in different stages / contracts.
	Ijarah thumma al bai' (hire purchase) Parties enter into contracts that come into effect serially, to form a complete lease/ buyback transaction. The first contract is an Ijarah that outlines the terms for leasing or renting over a fixed period, and the second contract is a Bai that triggers a sale or purchase once the term of the Ijarah is complete. For example, in a car financing facility, a customer enters into the first contract and leases the car from the owner (bank) at an agreed amount over a specific period. When the lease period expires, the second contract comes into effect, which enables the customer to purchase the car at an agreed price and interest.
	Ijarah-wal-iqtina A contract under which an Islamic Bank provides equipment, building, or other assets to the client against an agreed rental together with a unilateral undertaking by the bank or the client that at the end of the lease period, the ownership in the asset would be transferred to the lessee. The undertaking or the ome an integral part of the lease contract to make it conditional. The rentals as well as the purchase price are fixed in such manner that the bank gets back its principal sum along with profit over the period of lease.
	Ijarah means lease, rent or wage. Ijara (​http:​/​​/​www.ijaraloans.com​/​?p=20" \t "_self​) means rent and is applicable to both property and equipment meaning rent with an acquisition or a rent-to-own process. Under Shariah, parties share loss or gain in a transaction based on their percentage of ownership. Example, the property is valued at $200,000 and the customer pays a down payment of $40,000, then $160,001 is the amount the client owes the investor to gain 100% ownership of the property. As this outstanding amount declines, the customer's ownership in the property increases, with final ownership obtained with the payment of One($1.00)Dollar.
	Musharakah (joint venture) Musharakah is a relationship between two parties or more that contribute capital to a business and divide the net profit and loss pro rata. This is often used in investment projects, letters of credit, and the purchase or real estate or property. This is often used in investment projects, letters of credit, and the purchase or real estate or property. In the case of real estate or property, the banks assess an imputed rent and will share it as agreed in advance.[40] (​http:​/​​/​en.wikipedia.org​/​wiki​/​Islamic_banking" \l "cite_note-NRinvest-40​) All providers of capital are entitled to participate in management, but not necessarily required to do so. The profit is distributed among the partners in pre-agreed ratios, while the loss is borne by each partner strictly in proportion to respective capital contributions. This concept is distinct from fixed-income investing (i.e. issuance of loans).
	Qard hassan/ Qardul hassan (good loan/benevolent loan): This is a loan extended on a goodwill basis, and the debtor is only required to repay the amount borrowed. Here the debtor may, at his or her discretion, pay an extra amount beyond the principal amount of the loan (without promising it) as a token of appreciation to the creditor.
	Sukuk (Islamic bonds): financial certificates. However, fixed-income, interest-bearing bonds are not permissible in Islam.
	Takaful (Islamic insurance) Takaful is an alternative form of cover that a Muslim can avail himself against the risk of loss due to misfortunes.
	Wadiah (safekeeping): A person deposits funds in the bank and the bank guarantees refund of the entire amount of the deposit, or any part of the outstanding amount, when the depositor demands it. Bank can give Hibah- as a form of appreciation for the use of funds by the bank.
	Wakalah (power of attorney): This occurs when a person appoints a representative to undertake transactions on his/her behalf, similar to a power of attorney. 

Micro-finance is a key concern for Muslims states and recently Islamic banks also. Microfinance is ideologically compatible with Islamic finance, capable of Shariah-compliancy, and possesses a sizeable potential market. The basis of the Islamic contracts of mudaraba, musharaka, and murabahah. Already, several microfinance institutions (MFIs) such as FINCa Afghanistan have introduced Islamic-compliant financial instruments that accommodate sharia criteria.

Requiring Zakat
	To promote justice related to the distribution of wealth, Islam imposes a property tax called zakat. Every Muslim who meets certain criteria regarding the accumulation of wealth must pay zakat, which is distributed to people in need. By taxing the property of people who acquire wealth and distributing that tax to people in need, Islam promotes the socially responsible distribution of wealth.
	Zakat management is part of the Islamic finance field, and zakat calculation is a separate, specialized field of study.
	For the sake of social justice, Islam prohibits interest-based transactions. No individual or business entity should hoard money in order to earn interest (or riba); instead, that money should be used to support productive economic activities. 

Encouraging shared risk
Islam encourages risk-sharing in economic transactions. When a risk is shared among two or more parties, the burden of the risk faced by each party is reduced.
	Avoiding gambling: Two Arabic words refer to transactions that involve gambling:
	Maysir: The acquisition of wealth by chance and not by effort
	Qimar: In modern gambling, any game of chance.
Both types of transactions are prohibited because they're based on uncertainty (gharar).
The Islamic prohibition against transactions that involve gambling prevents Muslims from purchasing conventional insurance products because those products are a gamble. Instead, Islamic insurance, called takaful, is based on a very different model of risk management that involves shared risk and mutual responsibility.
Islamic financing is not just absolutely prohibiting Interest. There is also the effort to maintain high moral and ethical standards. There is a positive relationship between customer awareness and the usage of Islamic banking services in Malaysia. 
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